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If your only savings goal is to pay for college 
expenses a Roth IRA may not be the best choice. 
But if your goal is also saving for retirement or 
perhaps the purchase of a new home you may want 
to consider the advantages and disadvantages of 
using a Roth IRA as an education savings option. 

July 2021 

ADVANTAGES OF USING ROTH IRAS FOR COLLEGE 

• Tax-free growth – Roth IRAs offer tax-free growth. Withdrawals are tax-free after five years of opening the account 
and you have reached age 59½. 

• No early withdrawal penalty – the 10% penalty on early withdrawals is waived when you use your Roth IRA to pay 
for qualified higher education expenses.  

• Flexibility of use – If you do not use your Roth IRA to pay for college, or have funds leftover, when you retire you 
can use it for any purpose without negative consequences. 

• Federal financial aid friendly – Your Roth IRA balance will not be counted as part of the expected family 
contribution on the Free Application for Federal Student Aid (FAFSA) form. 

• Control of the assets – You, the account owner, decide when and how to use the account. You can also use it for 
multiple students. 

DISADVANTAGES OF USING ROTH IRAS FOR COLLEGE 

• Income restrictions – Contributions in 2021 are restricted by your modified Adjusted Gross Income (AGI) at the 
following levels:  $208,000 joint filers, $140,000 single taxpayer. (Please see the chart on page 2 for full details). 

• Low contribution limits – The 2021 annual contribution limit is $6,000 ($7,000 for those who are age 50 and 
above). 

• Income requirement – You have to have earned income of at least the amount of your contribution.  

• Income tax on withdrawals – You will pay income tax (but not penalty) on any earnings you withdraw from a Roth 
IRA before age 59½ for college expenses.  

• Withdrawals are not financial aid friendly – A Roth IRA withdrawal will count as income possibly impacting a 
future Financial Aid package. FAFSA does a prior-prior year look back on income.  

If you and your Baird Financial Advisor determine that using a Roth IRA to save for college education expenses is an 
appropriate solution, you may also choose to combine it with another savings option. The chart on the following page 
shows a comparison between Roth IRAs and 529 college savings plans.  
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Feature Roth IRAs 529 College Savings Plan 

Contribution Eligibility Income Limits 
(2021) 

Contributor income limits (AGI):  
 
None 

Single Filer: 

Less than $125,000: Full Contribution 

$125,000 - $140,000: Partial Contribution 

Greater than $140,000: No Contribution 

Joint Filers: 

Less than $198,000: Full Contribution 

$198,000 - $208,000: Partial Contribution 

Greater than $208,000: No Contribution 

Contribution Limits  
(2020) 

 

Up to $6,000 annually across all Roth IRAs. 
($7,000 under a catch-up provision for those 
who are age 50 and above). 

Using the 5-year gift averaging, contributions up 
to $75,000 per individual ($150,000 per couple 
filing jointly) can be invested for a single 
beneficiary in one year. 

Control of Assets Owner of the account. Owner of the account. 

Change of Beneficiary Not applicable.  You can use the money for you, 
your spouse, child, or grandchild. 

Yes. The new beneficiary must be a family 
member of the current beneficiary. 

Qualified Education Distributions 
Withdrawals of earnings before 59½ are 
penalized, unless used for first-home purchases 
or higher education expenses. 

• Higher education expenses including tuition, 
fees, books, supplies & equipment, computer 
technology, room & board. 

• Fees, books and supplies for an 
apprenticeship program2  

• Student loan debt up to $10,000 over a 
lifetime2  

• Up to $10,000 annually for tuition at public, 
private and religious K-122 

Taxation of Withdrawals 

Withdrawals of contributions are tax and penalty-
free. 
 

Withdrawals of earnings after five years and age 
59½ are tax and penalty-free. 
 

Withdrawals of earnings for higher education 
expenses are always penalty free. 

Federally tax-free and penalty-free if the money 
is used for qualified education expenses. 
 

Non-qualified distributions are subject to taxes 
and a 10% penalty on the earnings portion and 
will be taxed at recipient's rate1. 

Effect on Federal Financial Aid 
MIXED.  Retirement accounts are not counted 
as assets in the federal financial aid formula. 
Withdrawals from a Roth IRA can be counted 
(up to 50%) as income in the formula. 

LESS.  This is the account owner’s asset. 
0% - 5.64% may be counted as available for 
funding education expenses. 

Compatible with other Savings 
Vehicles 

Contributions may be made to a Coverdell 
Education Savings Account, a 529 plan and a 
Roth IRA during the same year. 

Contributions may be made to a Coverdell 
Education Savings Account, a 529 plan and a 
Roth IRA during the same year. 

1 The earnings portion of any withdrawal not used for qualified higher education expenses (or not made on account of death, disability or receipt of 
college scholarship of the beneficiary) is subject to a 10% penalty and the earnings portion will be treated as ordinary income taxable to the recipient. 

2 Your state of residence may not conform to this federal change. Check with your Baird Financial Advisor or your tax advisor prior to taking a distribution 
for an apprenticeship program, K-12 tuition, or student loan debt. 

Investors should consider the investment objectives, risks, charges and expenses associated with a 529 Plan 
before investing. This and other information is available in a Plan’s official statement, which can be obtained from 
your Financial Advisor. Read the official statement carefully before investing. 

Depending on your state of residence, there may be an in-state plan that provides tax and other benefits such as financial 
aid, scholarships and creditor protection that are not available through an out-of-state plan. Before investing in any state’s 
529 plan, you should consult your tax advisor. 


